Contracts
Public school system issues charters to private groups to operate schools.
Franchises
Public school contracts with education management organization to run local public schools.
Grants
Private schools get government grants for some or all enrolled students, perhaps for specialized services or transportation.
Vouchers and tax credits
Parents get public assistance to pay for tuition at private nonprofit and for-profit schools.
(Continued) 
Free market
Private nonprofit and for-profit schools compete for pupils without tax subsidies.
Voluntary service
Charities finance private schools or provide scholarships to needy pupils.
Self-service
Home schooling: Parents educate their children themselves at home or in partnership with other parents. ensure it is delivered. The seventh option (government vending) is for government to produce the good and provide consumers to pay for it. The final three options rely on the private sector to both produce and arrange for payment for the good. Privatization is the process of moving from the top left boxes in Table 10 .1 to the boxes in the table's lower right. Activities and services that have made such moves since 1980 include such sophisticated enterprises as multi-billion-dollar insurance funds, airports, hospitals, ports and harbors, prisons, railroads, and waterworks. They also include parks, golf courses, sports stadiums and arenas, police and fire services, and building maintenance. Often the switch is attributable to complaints of high costs and poor service, making continued reliance on the public sector a liability for elected officials.
Privatization is a global phenomenon. Research conducted by the World Bank in the 1980s found 87 countries had completed 626 privatizations and planned to undertake 717 more. 5 In 1997 alone, state-owned enterprises worth an estimated $157 billion were sold to the private sector. 6 Extensive research shows that privatization delivers significant cost savings, greater accountability and responsiveness to consumers or elected officials, and a level of quality equivalent or superior to public-sector delivery. 7 A comprehensive survey of more than 100 independent studies of privatizations in a wide variety of fields, conducted by John Hilke for the Reason Foundation, found they resulted in cost reductions of between 20 percent and 50 percent. 8 Savas, Barbara Stevens, and other experts identify less bureaucracy and higher worker productivity attributable to better supervision, less paid time off, and superior equipment as the reasons why private-sector firms typically outperform government agencies. 9 These policies are more common in the private sector because firms must compete to produce higher quality and lower costs or they lose business to more efficient competitors. Because they do not need to compete to survive, government agencies can be indifferent or hostile to these considerations.
Many proposals to privatize some or all of K-12 education in particular cities and states of the United States have been advanced but not yet tried. 10 Considerable experience with privatizing education internationally also provides a wealth of models, case studies, and experience from which to draw when planning school reform. 11 The principal types of education privatization tried so far-charter schools, private scholarships, contracting out, tuition tax credits and deductions, homeschooling, and public vouchers-are summarized below. School vouchers, the most ambitious proposal for privatization now under consideration, is the subject of further analysis in Chapter 11.
CONTRACTING OUT FOR SERVICES
Contracting out for services by state and local governments and by government school systems became widespread and publicly accepted during the 1990s. 12 Private companies operate cafeterias, provide school bus service, and maintain facilities and grounds more effectively and at a lower cost than school employees. These companies specialize in the services they perform, and so know how to deliver them in the most efficient fashion. When they are local divisions of national firms, they often can use their bulk purchasing power to buy supplies and equipment at prices lower than what schools would pay.
Opportunities for contracting out have expanded dramatically as the conditions that produced the government school classroom have been replaced or challenged by social, demographic, and technological change. Education, says Guilbert Hentschke, a professor of education at the University of Southern California, has evolved from a social service into an industry. Government schools find themselves surrounded by "a plethora of highly specialized for-profit and private non-profit 'education businesses' that provide services and goods that complement, supplement, and sometimes supplant the services traditionally provided by public school teachers." 13 Much like true professionals, such as lawyers and doctors, some teachers have started their own private practices with multiple clients billed only for the services they require. 14 The result is lower personnel expenses for the school, plus the services of specialized teachers the school might not be able to afford to hire full-time. This new approach to teaching, which actually returns the teaching profession to the model it pursued for centuries until the mid-1800s, has spread across the country and is now represented by rapidly growing professional associations. 15 Some courses, such as advanced physics, calculus, and Japanese, attract relatively small numbers of students and require highly paid or specialized teachers. Many schools hire full-time teachers capable of teaching these courses and then have them spend much of their time teaching introductory classes or even managing study halls. As an alternative, schools can contract with private-practice teachers for just those hours or services the school actually needs.
This barely begins to describe the opportunities for decentralizing the classroom. Hentschke identifies other such opportunities as "tutoring, technology training (for teachers as well as students), elementary science education, non-English language instruction, education-oriented child care, classroom materials, teacher staff development, special education, high school dropout prevention, college advising, home schooling services, and student travel pro- gramming. For-profit education businesses are even operating entire schools." 16 Some technologies now being developed in the private sector offer the possibility of not only greater effectiveness but also lower costs and greater student convenience. We may immediately think of the Internet's promise, but we have insufficient research on its present or potential effects on learning. Distance education is a better example. 17 Distance education can free students from the limitations of space, time, and age, and has a long record of success in high-and low-income countries. Broadcast media, moreover, can multiply the effects of both books and traditional teaching.
Distance education can include correspondence texts, books, newspaper supplements, radio and television broadcasts, audio and video cassettes, films, computer-assisted learning, and selfinstructional kits, as well as such local activities as supervision, supplementary teaching, tutoring, counseling, and student selfhelp groups. Scarce resources of scientific, pedagogical, and media expertise concentrated in development centers may thus be spread widely. The shortage of mathematics and science teachers in the United States and elsewhere is one good reason for employing distance-learning programs.
Distance-learning approaches can be highly cost-effective when large numbers of students follow the same preproduced courses. Far more than a single teacher working alone, distance courses can incorporate validated subject matter and systematic instructional design. They spread developmental costs for high-quality programs over hundreds of thousands of students. In states such as Minnesota and Oklahoma, they provide excellent courses in subjects such as calculus, which would otherwise be unavailable in small rural and suburban schools. In high-density areas, the British Open University and the Chicago City Colleges have greatly enlarged opportunities for study, especially for those who cannot attend usual daytime classes. Distance-learning programs can build on proven principles of individualized study by including clear learning objectives, self-assessment materials, student activities, and opportunity for feedback periodically or on demand.
Contracting out for facilities is another promising alternative. For many families, a school located near a workplace or in a shopping mall would be more convenient than one located in a residential neighborhood. As the nation's economy continues to move from manufacturing to services, more and more workplaces are in quiet, safe, and clean office buildings-perfect sites for schools. Locating small schools in office buildings or shopping malls can significantly reduce capital, maintenance, and transportation costs. 18 This also creates opportunities for partnerships with employers that can enhance curriculum and vocational experiences and further reduce operating expenses.
CHARTER SCHOOLS
From humble beginnings in Minnesota in 1992-just 4 schools-the charter school movement had grown to 2,372 schools serving 576,000 students at the beginning of the 2001-2002 school year. 19 Although unions and state and local school boards often have made it difficult to obtain charters, as of 2001, at least 37 states have enacted charter legislation. Twentyone states allow for-profit management, operation, or both. 20 Approximately half of the schools, however, operated in only 4 states: Arizona, California, Michigan, and Texas. 21 Other states severely limit their number, scope, and autonomy.
Charter schools are a species of what Savas called delegation by contract or franchise. The schools are funded by taxpayers but governed by private groups that agree to abide by the terms of a charter issued by local or state school boards or other government agencies. The charter board manages or operates the school for a specified period of time, typically five years. Charter schools usually must admit all applicants or, if they are over-subscribed, admit by lottery. They must abide by civil rights laws and publicly report financial, achievement, and other information. The issuer of the charter may rescind it if the school performs poorly, particularly as measured by standardized tests.
Although rules and regulations vary from state to state, charter schools are generally exempt from most state and local school regulations. Often, for example, they are not required to hire unionized or certified teachers. Managing boards may hire and evaluate for-profit or not-for-profit firms to operate charter schools, an attractive idea because operating boards may not objectively evaluate their own offerings.
Research to date suggests that the charter school arrangement may not change schools enough to have a large impact on student achievement. 22 However, the nearly universal finding is that parents of charter school students are much more satisfied with all aspects of their children's schools than are comparable public school parents. The latter finding is, of course, exactly what economics predicts. Choice and competition work to the consumer's advantage and satisfaction.
By the end of December 2000, 86 charter schools-about 3 percent of the charter schools ever opened-had failed due to financial problems, mismanagement, academic failure, or low enrollment. These school closures are further evidence of the success of the charter school model, because they mean consumers were free to find a superior producer and did so, causing inefficient or low-quality producers to go out of business. Regular public schools, being monopolistic or subsidized largely without accountability and competition, almost never close because consumers are often powerless to leave them.
Twenty states now have laws allowing parents to start their own schools and petition state or local authorities for public funding based on a per-pupil formula. These programs typically pay less than the current per-pupil spending of the neighborhood public schools, so each student who transfers from a public school to a charter school saves the school district money. Because charter schools seldom receive funding for capital costs, their presence also reduces the school district's capital budget needs.
Charter schools bring a welcome diversity of philosophies and educational methods, yet they are subject to greater accountability for achievement than other government schools. The large and growing number of parents who send their children to charter schools attest to their consumer appeal.
PRIVATELY FUNDED VOUCHERS
Starting with a program established by Golden Rule Insurance CEO J. Patrick Rooney in Indianapolis in 1991, scores of individuals, firms, and foundations have created privately funded scholarship programs to enable poor and often minority children to attend private schools, both parochial and independent. 23 By the 2000-2001 school year, some 80 programs had supported more than 50,000 students at a cost of nearly $500 million.
Although private charity has long played an important role in private K-12 education, the private voucher movement is something new. Rather than going directly to schools, financial support goes to parents, who are free to choose the schools their children attend. The vouchers typically cover less than the full cost of private school tuition, requiring parents to make their own contributions toward the cost. And because the programs are often over-subscribed, scholarships are often awarded only to randomly selected low-income children, thereby providing social scientists with valuable data with which to estimate the impact of choice on student achievement.
The founders of the privately funded voucher movement set out to demonstrate that low-income families wanted school choice, that they would choose wisely when given that opportunity, and that their children would be welcome in quality private schools. There is little dispute they have proven all three points.
Research reported by Harvard University's Paul Peterson, the RAND Corporation, and others, summarized in Chapter 1, found that private scholarship programs increase low-income and African-American students' academic achievement. Academic achievement and an orderly learning environment consistently rank at the top of the list of factors taken into consideration by parents when choosing a school. Parental satisfaction and the long waiting lists of students applying for private vouchers are clear indications that parents want to choose the schools their children attend and that even modest financial assistance significantly increases the probability that children will attend private rather than government schools.
Private voucher programs are not substitutes for publicly funded school vouchers. There are simply too many students in the United States for private philanthropists to rescue them all from failing governments schools. The $500 million spent by philanthropists on private voucher programs to date is less than 1 percent of the $364 billion spent in a single year (2000) on K-12 government schools. Nevertheless, the private scholarship movement has helped focus attention on the crisis in inner-city schooling and the benefits school choice can bring to the most needy and vulnerable members of society.
TUITION TAX CREDITS AND DEDUCTIONS
An indirect way to encourage education privatization is to give tax credits, deductions, or some combination of the two to taxpayers who contribute toward the tuition of children attending private K-12 schools. Minnesota and Ohio have long-running programs that allow legal guardians of school-aged children to claim tax deductions and credits for private school expenses; Illinois adopted a similar program in 1998. In 1997, Arizona launched a program that allows guardians as well as unrelated individuals to claim a credit of up to $500 against their income taxes for contributions to organizations that give students scholarships to attend private elementary and secondary schools. Florida and Pennsylvania followed suit in 2001. Arizona's program generated approximately $32 million from 1998 to 2000, enough to fund roughly 19,000 scholarships. The program could raise up to $58 million a year, enough to shift between 11,000 and 37,000 students from government to private schools. 24 Florida's tax credit program gives Florida-based corporations a 100 percent tax credit for contributions made to scholarshipgranting organizations, up to a maximum of 75 percent of the corporation's total corporate income tax liability. The scholarshipgranting organizations can use the corporate contributions to fund low-income students who move from one public school district to another, pay tuition for private schools, or buy textbooks and instructional assistance.
Pennsylvania's legislation gives corporations a 75 percent tax credit for one-year commitments and 90 percent tax credits for two-year commitments to scholarship and public school foundations. By February 2002, 722 Pennsylvania companies had signed up to contribute $16.5 million to 96 scholarship-granting organizations, and another $5.6 million to 77 public school-improvement organizations. 25 At the national level, modest tax relief was given in 2001 to parents who chose private K-12 schools or colleges. Coverdell Education Savings Accounts (ESAs) allow parents and nonguardians to set aside up to $2,000 a year in savings accounts for K-12 and college costs, including tuition, books, supplies, tutoring, and home computers. Although contributions to an ESA are not tax-deductible, the interest that accumulates is taxfree and withdrawals are not subject to taxation if used for qualified expenses.
In 2002, President Bush proposed a federal tax credit that would cover 50 percent of the first $5,000 of expenses incurred by families that transfer children from failing government schools to different schools of choice, whether government or private. Only families whose children attend failing government schools would be eligible. The credit would be refundable for families whose income tax liability is less than the $2,500 cap. The tax credit was projected to cost $3.5 billion over five years. 26 The plan was dropped during negotiations with Congress over what eventually became the No Child Left Behind program.
Like private voucher programs, tax credits and deductions are likely to privatize only a small fraction of the current education system. Low-income families often cannot participate in programs that limit tax benefits to parents and guardians, because they do not pay income taxes or cannot afford to pay tuition first and receive the tax benefit many months later. Even middleincome families benefit only to a small degree because their annual state income tax liabilities usually amount to a small fraction of the annual cost of a child's tuition at a private school. The results of Arizona's tax-credit plan are telling: From 1998 to 2000, funds contributed under the program amounted to less than 0.3 percent of tax funding given to government schools during the same period.
Total charitable donations to all levels of education in 1999 totaled just $27 billion, or about 7 percent of that spent by governments on K-12 schooling. Charitable giving by corporations in 1999 to all causes totaled $11 billion. Private and corporate charity earmarked for K-12 schooling would have to increase twentyfold or more to supplant taxes as the principal source of funding for schooling. Like lower-and middle-income families, corporations and the wealthy would zero out their tax liabilities long before this level of giving was reached.
Nevertheless, tuition tax deductions and credits are valuable. They help diversify the funding of private voucher programs, allowing them to continue to grow and demonstrate the benefits of competition and school choice. They also provide some degree of tax justice by recognizing that families that pay private school tuition should not also have to support, through their taxes, the government schools they choose not to use.
HOMESCHOOLING
Teaching one's children at home represents the most extreme form of decentralization and privatization in education. Parents of an estimated 1 million children were educating their children at home in 2000, compared with only about 125,000 children in 1983. 27 That such a large and rapidly increasing number of parents would devote their own valuable time to teaching their children, rather than enroll them in free public schools, is evidence of several social trends, including an increase in religiosity, rising affluence, and a high degree of dissatisfaction with both government and private schools.
When asked why they choose to homeschool their children, the most common reason parents give is they believe they can give them a better education at home. Other reasons are a perceived poor learning environment at school, objections to what is taught, and the lack of challenge presented by the usual school offerings. Interviews with homeschoolers show that they place a heavy emphasis on study skills, critical thinking, independent work, and love of learning. They also place more emphasis on reading, writing, and mathematics and less emphasis on such activities as gym, band, and study hall.
Homeschooled children appear to perform moderately better than the national average on college entrance examinations. On achievement tests given during the school year, samples of homeschoolers score higher at every grade level. Homeschoolers regularly take the top places in debate tournaments, public speaking contests, and spelling bees. It cannot be concluded that homeschooling methods are the cause of such good results because parents and children who homeschool may be special people. Even so, the results are impressive. We would not expect amateurs to cure themselves better than physicians, or for people who serve as their own lawyers to do better in court than professional attorneys.
The education establishment objects to homeschooling, saying that children are not properly socialized in a homeschool environment. However, mean-spiritedness and resulting poor social skills and dependence on peers for self-definition are among the very reasons homeschoolers cite for avoiding regular schools. Marlyn Lewis, Harvard University's admissions director, says of homeschooled children, "They are all high-caliber individuals. They are highly motivated, excel academically, and have no unusual problems adapting to campus life." 28 Homeschooling is obviously a bargain for the school district, because every child who is homeschooled saves the school district the amount that otherwise would have been spent on a typical student. School districts can encourage homeschooling by informing parents of the opportunity, opening school facilities (such as libraries, gyms, and specialty classes) to families that homeschool and paying for or providing some services.
Although homeschooling offers a choice and a quality education to a growing number of students, it probably does not represent the future of K-12 education for most families in the United States. Most families lack the time, resources, and expertise to homeschool their children, a burden that grows larger as the child progresses to high-school-level instruction. Even if the new learning technologies and decentralized educational services reported earlier allow the homeschooling movement to continue to grow at the rapid rate observed during the 1990s, it would still be many years before even one child in ten is educated at home.
Much like tax credits and private voucher programs, homeschooling demonstrates public dissatisfaction with government schools and a willingness to sacrifice to exercise choice in schooling. Homeschooling is not, however, an effective strategy for privatizing more than a small part of the government school system.
SCHOOL VOUCHERS
Like school charters, vouchers involve the use of tax monies to pay for schools that are not owned or operated by governments. But school vouchers are distinguished from charter schools and other types of contracting because the funds go to parents, not schools, thereby "subsidizing the consumer and permitting him to exercise relatively free choice in the marketplace." 29 According to Savas, vouchers are the most radical form of privatization short of the free market.
School voucher programs put parents in charge of choosing the best schools for their children. Parents receive tax-funded certificates or scholarships good for tuition (up to some set amount) at participating schools, which must then compete for the parents' loyalty. How much the scholarship should be for, which schools may redeem them, and what kinds of regulations should be imposed on participating schools are choices to be made during a voucher program's design process (discussed in Chapter 11).
Of the various kinds of privatization discussed here, school vouchers represent the most potent type of reform. In as few as several years under a voucher plan, half or more of all students now attending government schools would likely shift to private schools, taking with them the dollars that otherwise would have been spent on their behalf by the government-school system. Families of all income levels would benefit. The school voucher, as John Chubb and Terry Moe wrote in Politics, Markets, and America's Schools, "is a self-contained reform with its own rationale and justification. It has the capacity all by itself to bring about the kind of transformation that, for years, reformers have been seeking to engineer in myriad other ways." 30 Publicly funded voucher programs have operated for over a century in the states of Vermont and Maine, allowing more than 12,000 students to attend private schools. 31 The programs are popular and academically successful. Pilot voucher programs in Milwaukee and Cleveland enroll approximately 17,000 students, once again with favorable academic results and satisfied parents. 32 A similar program targeting low-income preschoolers in New Orleans could enroll up to 1,400 students although that program may be postponed due to a legal challenge filed by the liberal American Civil Liberties Union. 33 Florida has enacted legislation that gives students at poorly achieving government schools vouchers to attend school elsewhere. The threat of competition and choice was so effective at improving public schools that every public school in the state avoided a score of F on report cards in the year 2000 because such a score would trigger voucher eligibility. A separate Florida program, the McKay Scholarship Program for Students with Disabilities, offers vouchers worth between $5,000 and $17,000 up to the amount of a school's tuition. Some 4,000 children were expected to use the vouchers in 2002-2003. 34 
CONCLUSION
Privatization is a global megatrend, moving thousands of enterprises from the public to the private sector every year. Driven by consumer dissatisfaction with the public sector's low quality and high costs, it has compiled an impressive record of cost savings without compromising service quality and often improving it. Opposition to privatization, as Alvin Toffler has written, "is not 'progressive.' Whether recognized or not, it is a defense of the unelected Invisible Party, which holds massive power over people's lives." 35 Table 10 .1 at the beginning of this chapter illustrates the choices school reformers face when contemplating the privatization option. Modest steps, such as public school choice, contracting out, and charter schools, have already been taken in many communities and deserve to be expanded. A bolder step, school vouchers, is being tried by only a few states and cities, with some 30,000 students now attending schools of choice at taxpayer expense. Chapter 11 describes the voucher option in greater detail, and Chapter 12 presents guidelines to ensure that voucher programs are designed to achieve school reformers' objectives.
